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_______________ Tax News___________
ALBERTA R. CRARY, Whittier, California

Income Tax Forms for 1943
Monday after the New Year brought the
new 1943 Income Tax blanks with that bit
of added confusion in new form No. 1125,
which was included in the envelope, bearing
the taxpayer’s name and file number and other
bewildering data. Form 1125 is Statement of
Tax Liability and Payments on Account of
Individual Income Tax Return for 1942. It
says in small print below the above heading:
To Federal Income Taxpayer named be
low: For the purpose of assisting you in the
preparation of your 1943 income tax return,
there is shown hereon certain information
taken from the record of this office pertain
ing to your Federal income tax account for
the taxable year 1942. This information
must be entered on your 1943 return, and
this Statement should be attached to the re
turn in support of the entries. Do not make
any changes in this Statement. If the figures
do not agree with your records, return the
Statement at once with a letter of expla
nation.
Toward the right hand side of the form
the following two entries appear:
Total tax shown on your 1942 income tax
return $______ . Paid at time of filing and as
a result of bills subsequently issued $______.
If the taxpayer had been told that the first
amount was to be entered on line 9, if report
ing on 1040A, or on line 17, page 4, if re
porting on 1040; and that the second amount
was to be entered on line 13B if reporting on
1040A or on line 21(b), page 4, if reporting
on 1040, this new form might have been of
some use to the taxpayer. As form 1125 was
put out, it only further irked and confused
the taxpaying public. Every taxpayer who filed
a 1942 return has the amount of tax shown
on that return, and the amount of payments
made in March and June of 1943 and will enter
those amounts in the proper place when mak
ing out their 1943 income tax returns, be
cause they all have to fill out one of those
forms before March 15 th. Our telephone has
been busy and the front door banging con
tinuously since the delivery of the forms, with
indignant and irritated clients demanding what
the statement meant.
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Eliminating all the profanity we heard,
here are the questions most frequently asked:
Why doesn’t it show the full amount I paid
in 1943? When do they have to pay the amount
shown, and which amount do they have to
pay? The reaction seemed to be that it was a
statement that must be paid, and it did not
agree with what they thought they still owed.
The Collector’s office next door had the same
experience, and their comment was that the
people are dumb. Of course, the collectors had
a school in December to study the new forms,
and had 1125 explained to them, which gave
them a little edge over the average taxpayer.
It is too bad the government can’t hold a short
school for all of us to explain in simple under
standable sentences the meaning of the vacuous
verbosity of our form writers.
Forms 1040 and 1040A are no worse than
could have been anticipated, in view of the
fact that the 1942 and 1943 income tax had
to be tied together, and the estimates of Sep
tember and December, and tax withheld on
salaries all have to be reconciled before the
final figure can be reached.
NEW TAX BILL—The Senate Committee
on Finance reported favorably on the Revenue
Bill of 1943 (H. R. 3687) with certain amend
ments, and recommended its passage by the
Senate on December 22, 1943. It may be acted
upon when Congress reconvenes on January
10th, as one of the important measures await
ing action, and be a law by the date this is
published. The Senate Committee made several
changes in the bill as passed by the House.
Other changes may be made when the bill
comes up for debate in the Senate, and still
others before the final bill is passed by the
House. Some authorities seem to feel that the
President may veto the 1943 bill and wait for
a new bill for 1944. However, the first esti
mated returns for 1944 are due on March 15th,
and the pending bill does provide some in
creases in individual levies which will produce
more revenue than those of the present bill,
so a fourth a loaf may be better than none.
In the event that the bill is passed and signed,
following are some of the changes that will
effect returns in March on 1944 incomes:
Victory Tax, retained as a separate tax in
the Senate Committee bill, reduced the rate to

3% of the Victory Tax net income irrespec
tive of family status. This will eliminate the
computation of credits against Victory Tax
of 40% for married persons and 25% for single
persons.
Earned Income Credit deduction is repealed.
Repeal of Second Windfall Provision of
the CURRENT TAX PAYMENT ACT OF
1943. If passed, this will be retroactive to 1943.
and will eliminate the filing of Schedule L-2
(Form 1040) with the 1943 Income Tax Re
turn.
Mustering Out Pay for Military and Naval
Personnel will be exempt from income tax.
Other changes made by the Senate bill
which should be watched for final passage are:
Penalties connected with Estimated Tax
are changed in two instances, which, if passed,
will be much fairer to taxpayers: 1. Substantial
underestimate of tax. The amount of the pen
alty is not changed, but the 80% perfect pro
vision is changed so that no penalty applies,
if the amount of estimated tax paid each quar
ter is at least as large as the quarterly pay
ments based on the net income of the previous
year. 2. Failure to file an estimate of tax or
to pay an installment of the estimated tax.
This provision is changed to a percentage pen
alty on the unpaid installment, and interest
depending upon the length of time such re
port or payment is delinquent. If there is a
reasonable excuse for failure to file, no penalty
shall apply.
Other changes will be discussed in a later
issue when the bill has passed, and those men
tioned in this issue will be reviewed in the
next issue if passed as proposed.

Excise Taxes on Retailers
The Revenue Act of 1941 imposed upon
retailers a 10% excise tax upon the sale of
jewelry, furs and toilet preparations. The tax
is applied to the retail price of such items sold.
The present pending Revenue Bill of 1943 in
creases these rates to 20% on furs, jewelry and
toilet preparations, and adds luggage, hand
bags, purses, wallets and other leather goods
to the list of items subject to excise tax upon
retailers, but the rate is to be only 15%. Noth
ing like inconsistency to make things interest
ing for the taxpayer.
The Treasury Department does not favor
a general retail sales tax, but recommends the
imposition of retail sales tax on specific sales

of the retailer. All of these items have in the
past been taxed in the hands of the manu
facturer, which is where an excise tax should
be assessed. The accounting procedures of the
manufacturer are such, or should be, so that
every unit manufactured could be taxed when
finished, and the tax included in the cost of
the unit, and handed on to the consumer as
part of the sales price.
The revenue collected at source on distilled
spirits and tobacco are glowing examples of the
success of collections from manufacturers.
Imagine the results of trying to collect the
tax from retail dealers in liquor and tobacco
in the thousands of stores all over the country.
The tax imposed on sales at retail might ap
pear at first glance to be the way to collect
the most money in taxes, but the truth is that
the tax would only be collected from the
large, well organized retailer with a sound ac
counting system. The vast majority of the
other smaller places would pay on a hit and
miss basis so that the total tax received would
not be comparable to the amount received by
applying the tax at source.
The fur, jewelry, cosmetic and luggage tax
works out in the same way. It is always easier
to control the few than the many. An excise
tax levied upon the manufacturer on his unit
selling price will assure the payment of a tax
on every unit made. A variation of tax rates
on different items would not affect the manu
facturer, as his production is usually limited
to jewelry, furs, luggage or cosmetics, not all
four. A retailer may handle one, two or all of
those lines.
When the 1941 excise rates went in on
retailers, problems in accounting procedure,
s^s" handling, department arrangement, and
above all, personnel, presented themselves. The
buying public, which is always right, had to
be educated to the right frame of mind. Rul
ings had to be obtained from the various state
sales tax divisions as to whether sales tax ap
plied to the retail sales price or to that figure
plus the excise tax. California sales tax applies
on the retail price plus the excise tax. Sales
personnel had to be taught that if a sale was
a jar of face cream, the 10% tax must be
added to the bill. If the sale was a jar of hair
cream, supposedly of medicinal value, it was
not subject to tax. The items exempt from tax
ordinarily sold in the same department are
headaches to both sales and accounting de
partments.
Please turn to Page Fifteen
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narily be shown in the income statement ac
cording to the usual rules of classification, and
an equivalent amount of the reserve shown as
an extraordinary credit. Any unrequired bal
ances in the reserves should be transferred to
earned surplus.
The committee comments that some re
serves may fall in part in each group and
cautions that doubts as to the proper classifi
cation of reserves should be resolved in favor
of inclusion in the first group.
Where reserves of the second group are
relatively large the committee recognizes that
it may be undesirable to use the term "net in
come” in describing any figure in the income
statement of either the period in which the
reserves are made or the period in which the
costs or losses are ascertained and brought into
account.
This may be accomplished in the period in
which the reserves are created by (a) arriving
at a balance of income remaining after pro
viding for all reasonably determinable costs
and losses (reserves of the first group); (b) de
ducting from such balance provisions for the
reserves of the second group; and (c) describ
ing the remainder as "income transferred to
earned surplus.”
In the period in which the costs or losses
are determined and brought into account the
recommended procedure is to (d) prepare the
income statement to show the balance of in
come remaining after providing for all reason
ably determinable costs and losses of the period
then current; (e) show as separate charges in
the income statement those items related to
prior periods for which provision was made in
(b) above; (f) show, as a credit in the in
come statement, a transfer from the reserves
created under (b) to the extent that they have
been applied against the items in (e); and
(g) describe the remainder as "income trans
ferred to earned surplus.”
The committee then restates the longestablished principle that it is not permissible
to create reserves for the purpose of equalizing
reported income. Reserves for the purpose of
dividend equalization may be provided only by
charges against earned surplus; no charges may
be made thereagainst except for dividends or
for transfers back to earned surplus.
Publication of this bulletin by the Institute
early in 1942 indicates that from the outset
of the war the accounting profession has been
concerned about the effect of postwar costs
and losses on wartime income.

In this, government, business, and the ac
counting profession can have but a single aim—
to maintain our industrial structure in such
health and vigor as will enable it to meet its
war production goals, and to leave it in physical
condition to take up the problems of producing
for peace.
Tax News—Continued from Page Eight
The changes in Retailers Excise Taxes in
cluded in the pending 1943 Revenue Bill will
bring the conscientious efficient retailer a new
set of problems. Part of his merchandise is
subject to a 20% tax, part to a 15% tax, the
balance of his stock subject to no tax. There
are new exceptions to the tax and new in
clusions. This must be taught to the poorest
quality of personnel that he has had since he
has been in business. If the tax is not collected
from the consumer, it must be paid by the re
tailer, and 20% or 15% off dollar volume on
many sales in these days of close operating
margins can change a black operating figure
to a red one in short order. From the retailer
that faces his new problems and adjusts to
meet them, the government will collect Re
tailers Excise taxes. The taxes that this type
of retailer pays may pay the expense of keep
ing collectors in the field to collect from others
that do not know or understand the law. Those
retailers that are here today and gone tomor
row, those people who should never have been
in business at any time, we always have in
every village, town and city of the land. Those
people fade quietly from the picture, leaving
no assets, only unpaid bills to wholesalers, un
paid sales tax, income tax, excise tax, and no
records on which to base a claim in the event
they are found.
Luxury items should provide additional
revenue for the government, both in peace and
war time. Furs and jewelry are at no time
essential to our well being. Those are things
that we buy either to give pleasure to ourselves
or to some one dear to us. When in the mood
to buy a beautiful fur or just the right piece
of jewelry, a mere 10% or 20% tax included
in the purchase price would not stop us. Such
a levy is the only truly painless tax there is.
The government should collect the tax, but
collect it on an economically sound basis, at
source, from the manufacturer. The Treasury
could collect with less expense. The retailer
could devote the time spent in collecting taxes
to merchandising at a profit, part of which
he would pay in income taxes.
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